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RECENT RAILROAD FAILURES AND 
REORGANIZATIONS 

SUMMARY 

Number of miles placed in receivers' hands, 1907-17, 446. — List of 
principal companies which failed, 449. — Causes of failure, 454. — Gen- 
eral nature of reorganizations, 462. — Provision for cash requirements, 
466. — Reduction in fixed charges, 467. — Volume of capitalization be- 
fore and after reorganization, 469. — Changes in rates of interest on 
outstanding bonds, 470. — Analysis of capitalization, 472. — The use 
of income bonds, 473. — Treatment of outstanding preferred stock, 476. 
— Treatment of general mortgage bonds, 481. — Conclusion, 483. 



Dtjbing the period from January, 1907, to December, 
1917, some 59,846 lines of railroad in the United States 
were placed in receivers' hands. The capitalization of 
this mileage amounted to $3,735,499,496, or a sum equal 
to more than three times the national debt of the United 
States before the present war. Indeed, as late as De- 
cember, 1916, between one-seventh and one-eighth of 
all the railroad mileage of the country was in charge of 
the courts. 

For convenient reference the mileage of railroads 
placed in receivers' hands during the last ten years may 
be tabulated as shown on page 448. 

Geographically the bankruptcies were concentrated 
in the central portions of the country. No important 
railroad in Trunk Line territory went to the wall, none 
in the northwest, nor, with the exception of the Sea- 
board Air Line, was there any important failure in the 
old South. The accompanying map presents these facts 
in more detail. 

446 



448 QUARTERLY JOURNAL OF ECONOMICS 

Mileage Number of oper- 

Owned Operated atmg companies 

1907 Jan. to June... . 206.57 213.11 6 
July to Dec 142.89 131.89 4 

1908 Jan. to June 6,910.85 7,417.70 25 

July to Dec 907.36 1,009.43 8 

1909 Jan. to June 742.21 723.27 7 

July to Dec 360.77 341.15 5 

1910 Jan. to June 284.46 835.39 9 

July to Dec 298.27 52.95 5 

1911 Jan. to June... . 176.10 163.95 8 
July to Dec 2,022.84 2,563.93 4 

1912 Jan. to June. ...3,373.98 4,004.40 14 
July to Dec 606.81 689.27 4 

1913 Jan. to June.. .5,026.63 6,344.78 12 
July to Dec 2,253.66 2,614.77 16 

1914 Jan. to June 621.07 753.28 10 

July to Dec 3,269.86 3,404.00 15 

1915 Jan. to June. .. 9,065.35 10,281.93 4 
July to Dec 11,124.34 11,254.12 9 

1916 Jan. to June. ... 47.00 47.00 4 
July to Dec 2,603.45 4,304.39 5 

1917 Jan. to June. ..2,046.88 2,056.46 12 
July to Dec 637.75 639.10 8 

Total to Dec. 31, 1917. .52,729.10 59,846.27 194 

Generally speaking, the failures were in the intensely 
competitive territory of the Central Freight Association, 
and in the less densely settled sections west and south- 
west of the Mississippi River. The south and east did 
not repeat their experience of the Nineties, while the 
transcontinental lines in the main this time managed 
to weather the storm. 

During the whole period the number of great systems 
which failed was comparatively small. Although one 
hundred and ninety-four companies in all entered re- 
ceivership in eleven years, yet approximately 53 per 
cent of the total bankrupt mileage was embraced in 
three systems or groups of systems: first, the Chicago, 
Rock Island & Pacific; second, the St. Louis & San 
Francisco, including the Chicago & Eastern Illinois; 
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third, the companies which at one time or another were 
combined under the leadership of Mr. Gould. The 
great outstanding facts of the period were, indeed, the 
inability of Mr. Gould to hold his transcontinental sys- 
tem together, and the separation and eventual collapse 
of the railroads at one time centralized under the finan- 
cial management of the Moores and of Messrs. Reid and 
Yoakum, working through the Rock Island Company. 

In order to get before us more fully the circumstances 
of the period so far as railroad failures are concerned, 
certain information will be given, relating not only to 
the three groups mentioned but to other important 
companies as well. 

The following list of railroads includes all those fail- 
ing between January, 1907, and December, 1917, which 
operated a mileage of over 500 miles. This list will form 
the basis of our detailed discussion: 



Name of railroad 

Seaboard Air Line .... 

Chicago Great Western . 
International & Great Northern , 

Western Maryland 

Wheeling & Lake Erie 

Norfolk & Southern 

Atlanta, Birmingham & Atlantic . 

Wabash 

Kansas, Mexico & Orient 

Pere Marquette . 

Chicago & Eastern Illinois 

St. Louis & San Francisco ... 
Cincinnati, Hamilton & Dayton 
International & Great Northern . 

Western Pacific 

Chicago, Rock Island & Pacific . . 
Missouri Pacific . 
Missouri, Kansas & Texas . 

Boston & Maine 

Texas & Pacific 

Kansas City, Mexico & Orient 



Mileage 


Receiver 


operated 


appointed 


2,998 


January 


1908 


818 


January 


1908 


1,160 


February 


1908 


543 


March 


1908 


504 


June 


1908 


582 


July 


1908 


641 


January 


1909 


2,515 


December 1911 


634 


March 


1912 


2,330 


April 


1912 


1,275 


May 


1913 


6,042 


May-July 


1913 


655 


July 


1914 


1,160 


August 


1914 


946 


March 


1915 


8,602 


Aprd 


1915 


7,043 


August 


1915 


3,621 


September 1915 


2,298 


August 


1916 


1,944 


October 


1916 


951 


April 


1917 



Total 47,262 
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Taken as a whole this is a distinctly weak group. 
Without going into details for each railroad included in 
it, the general statement may be made that the credit 
of no single system except that of the Boston & Maine 
was better than second class. In some cases, tho not 
in all, the capitalization per mile was high, and the 
fixed charges correspondingly great. In the majority 
of cases earnings per mile were below the average for 
the country or for the section in which the mileage 
lay, while expenses were not markedly inferior to this 
average. Two railroads, the Pere Marquette and the 
Seaboard Air Line, had recently been subject to receiver- 
ship or reorganization. In the case of a number of 
others the management might properly be called specu- 
lative. This was particularly true in the case of the 
Rock Island and the St. Louis & San Francisco com- 
panies, but the whole Gould system was subject in a 
measure to the same reproach. Generally speaking, 
the percentage of fixed charges to net income was ex- 
ceedingly high, especially in the later years of the 
period, and this was both a result and a cause of the 
low price obtained for new securities sold. Yet operat- 
ing ratios were also high and increasing. 

The first railroad of the group which failed was the 
Seaboard Air Line Railway, in January, 1908. The 
Seaboard Air Line was a company of some 2500 miles, 
connecting Richmond, Virginia, with Wilmington, Sa- 
vannah, Atlanta, and Montgomery. It had been organ- 
ized in 1900 as a consolidation of a number of separate 
companies, but seems never to have been profitable. In 
part this was due to competition, and to the general 
low density of traffic in southern territory, but in part 
also to inadequate equipment, more or less demoralized 
organization, and consequent high operating expense. 
For a number of years before 1908 operating ratios 
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ranged from 66 per cent to 79 per cent. The company's 
credit suffered also from a series of bitter disputes 
between Mr. John Skelton Williams, who had created 
the system, but who later was forced to retire, and a 
group of New York financiers who succeeded him. In 
1904 backers of the company were compelled to organize 
a holding corporation in order to raise funds to pay Sea- 
board Air Line floating debts. In 1907 Seaboard Air 
Line earnings and income dropped below expenses, and 
in January, 1908, with declining revenue, and unable 
to market its securities, the company was obliged to 
suspend. Its total earnings for the year ending June 
30, 1908, were $16,810,514, and its expenses, including 
fixed charges, were $18,100,703. 

The second large failure was that of the International 
& Great Northern Railroad. This company had been 
skirting the edge of bankruptcy for years. In 1904, 
1905, and 1906 it had earned less than enough to meet 
operating expenses and fixed charges, and in but one 
year between 1898 and 1907 had it secured a surplus 
of over $100,000. The company's expenses were heavy, 
its business was light, and the condition of its roadbed 
and rolling stock poor. In the latter part of 1907 earn- 
ings began to decline, while about the same time the 
Texas Railroad Commission issued orders that certain 
improvements should be made, including the laying of 
ballast and the renewing of ties on portions of the line. 
There is every probability that the company would have 
been compelled to default without the Railroad Com- 
mission's order, but these new requirements placed the 
matter beyond question. Mr. T. J. Freeman was ap- 
pointed Receiver on February 26, 1908. 

Besides the Seaboard Air Line and the International 
& Great Northern no railroad failed in 1908 which oper- 
ated as much as 1000 miles of line. Important among 
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the smaller companies placed in receivers' hands were, 
however, the Chicago Great Western, the Western 
Maryland, the Wheeling & Lake Erie, the Wabash 
Pittsburg Terminal, and the Norfolk & Southern. The 
first three of these companies seem to have been caught 
with maturing indebtedness or outstanding short term 
notes which they found it impossible to renew. The 
Wheeling & Lake Erie was also heavily overcapitalized, 
and suffered severely from a decline in earnings which 
took place in 1908. The Wabash Pittsburg Terminal 
had a debt of $50,236,000 on sixty-seven miles of line, 
and in 1908 failed to earn its fixed charges by over 
$900,000. The enterprise had been mistaken in its 
conception, and extravagant in its execution; its failure 
under any great pressure was to be expected. Under 
ordinary circumstances Mr. Gould might have been 
expected to assist these two essential links in his trans- 
continental line, but the fact that he had used the 
credit of his more prosperous companies in previous 
years to finance western extensions put it out of his 
power at this time to extend financial aid. The remain- 
ing company, the Norfolk & Southern, was a combined 
railroad and a lumber enterprise, organized in Novem- 
ber, 1906, through the consolidation of five smaller 
companies. In the year ending June 30, 1908, it failed 
to earn its charges by $485,934 and found it necessary 
to charge to Profit & Loss some $726,102 more. Some 
readjustment of its financial obligations was a matter 
of evident necessity. 

So far as the failures of 1908 are concerned, it is safe 
to say that they were the natural and normal result of 
crisis conditions acting on weak railroad systems. The 
general railroad situation was sound, but a few com- 
panies could not stand the strain. It is when we come 
to the latter part of the decade that conditions become 
more serious. 
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The companies referred to in the chart are those failing between 
January, 1907, and December, 1917, which operated a mileage of over 
500 miles. See p. 449. 
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The period 1907-1916 was one of rapidly increasing 
expenses of railroad operation. Prices of articles which 
the railroads had to buy grew higher all along the line, 
yet revenues did not grow to correspond. What this 
meant to the weaker railroads of the country may be 
summarily stated in the chart on page 453, in which the 
income and outgo for fourteen years is given per mile 
for the nineteen largest companies which failed during 
the period. 

Plainly, income and outgo gradually grew together 
during the years covered by the above chart, until the 
cost of earning a dollar became greater than the dollar 
itself. Doubtless the better and stronger railroads of 
the country could resist pressure like this, for a time at 
least, but the weaknesses of other companies were piti- 
lessly revealed. Generally speaking, the whole railroad 
net of the country was in a worse condition in 1911 than 
it had been in 1907 and was still worse in 1914 than in 
1911. The renewal of panic conditions was certain to 
be more disastrous than it had been at the beginning of 
the decade, while even in times of relatively active busi- 
ness an increasing number of companies was likely to 
go to the wall. 

The large railroad companies which failed between 
1908 and 1914 were three in number: The Wabash in 
1911, the Pere Marquette in 1912, and the St. Louis & 
San Francisco, including the Chicago & Eastern Illi- 
nois, in 1913. One may speak of them as " ad interim " 
failures. The mileage of the Wabash lay in the com- 
petitive territory between St. Louis and Toledo. It was 
an old road, heavily capitalized, which lacked money 
for necessary improvements, and even, according to its 
managers, for adequate maintenance. It had, more- 
over, become involved in heavy obligations in connec- 
tion with its purchase of the Wheeling & Lake Erie 
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Railroad and the Wabash Pittsburg Terminal, and had 
used for speculative extension credit which should have 
been employed to finance additions and betterments to 
its own lines. Even the exceptionally able management 
of Mr. F. A. Delano had failed to place the Wabash on 
a secure footing, while the refunding of its debenture 
bonds in 1906 had increased its fixed charges with- 
out substantially increasing its ability to raise funds. 
In the year ending June 30, 1911, the company failed 
to earn its interest charges by over $200,000. In the 
succeeding months earnings continued to decline. 
$7,500,000 were required immediately for new cars and 
equipment; yet the money could not be found. A 
committee to readjust the finances of the road was ap- 
pointed in December, and a receiver was soon after- 
wards applied for. 

The troubles of the Pere Marquette dated back many 
years. This company had failed in 1905 and had been 
reorganized two years later. In 1908 it fell short of 
earning its fixed charges by $393,667. In the two fol- 
lowing years it managed to meet expenses, but in 1911 
it fell behind nearly two million dollars and in 1912 its 
record was even worse. The fundamental difficulties of 
the company were due to the cutting over of the Michi- 
gan forests and to the consequent decline of its lumber 
traffic, to high capitalization, increasing expenses, and 
to legislative regulation of rates and fares. With fixed 
charges of $2473 per mile and net income of $1467 (in 
1911) and with an operating ratio of 80 per cent it was 
not to be expected that it could remain solvent. The 
property was at one time controlled by the Cincinnati, 
Hamilton & Dayton. 

The failure of the St. Louis & San Francisco Railroad 
is attributed by the Interstate Commerce Commission 
to the excessive prices paid for certain subsidiary prop- 
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erties, notably the Chicago & Eastern Illinois and lines 
in southern Texas ; to the large profits made by insiders 
in connection with new construction in the Southwest; 
and to the sale of securities at such low prices as to 
indicate a deplorably weakened credit or extravagant 
arrangements with bankers. Many of these transac- 
tions resulted in substantial profits to Mr. Yoakum, 
the dominating influence in the St. Louis & San Fran- 
cisco affairs, at the expense of the company itself. 
Their result was a high and increasing funded debt, and 
interest charges which grew from $1741.91 per mile in 
1897 to $2774.81 per mile in 1913. In 1902 interest 
charges absorbed 39.45 per cent of net earnings; in 1913 
they absorbed 75.41 per cent. Failure occurred as the 
immediate consequence of the company's inability in 
1913 to obtain the extension of $2,500,000 in short 
term notes which then fell due. The bankruptcy of the 
St. Louis & San Francisco carried with it the failure of 
its subsidiary, the Chicago & Eastern Illinois, a com- 
pany which was also suffering in 1913 from high operat- 
ing expenses and a substantial decline in earning. 

Principal among the minor failures of the period were 
those of the Atlanta, Birmingham & Atlantic and of 
the Kansas City, Mexico & Orient. The former com- 
pany was conceived and promoted in 1905 by Boston 
and Atlanta capitalists in order to develop the port of 
Brunswick, Georgia, in competition with Savannah. 
It was capitalized on the basis of an earning power 
which failed to develop, and with the falling off in busi- 
ness in 1908, it passed into receivers' hands. The Kan- 
sas City, Mexico & Orient was an uncompleted project 
for a railroad from Kansas City, Missouri, through 
Kansas, Oklahoma, and Texas to the west coast of 
Mexico. The parties back of the scheme lacked ade- 
quate banking connections, and proved unable to sell 
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sufficient securities after 1908 to enable them to con- 
tinue with their plans. 

This concludes the list of what have been called the 
" ad interim " failures. Each failure was that of a 
weak company suffering from mismanagement, exces- 
sive charges, or low earning capacity. Each took place, 
moreover, at a time when a rapid and general advance 
in railroad operating expenses bore heavily on railroad 
enterprises of every sort. We come now to the final 
group of railroad failures, those which occurred after 
the outbreak of the European war. 

The immediate effect of the war was to give a severe 
shock to credit, which was followed by a sharp decline 
in railroad revenues. Somewhat later the increased 
prices due to war demands and to currency inflation 
intensified the strain to which railroads all over the 
country were subject. A considerable number of fail- 
ures was normally to be expected. 

The first considerable bankruptcy in 1914, however, 
occurred before the outbreak of the European war. 
This failure was that of the Cincinnati, Hamilton & 
Dayton Railroad. Fifteen years ago the Cincinnati, 
Hamilton & Dayton was a reasonably prosperous under- 
taking, which operated 652 miles of line in the states of 
Ohio and Indiana, and reported a surplus of $558,000 
for the year. According to the Interstate Commerce 
Commission, the company was forced by its owners 
after 1902 to finance a number of transactions which 
involved it in heavy loss. Reference is made particu- 
larly to the purchase of Pere Marquette stock for $125 
a share, stock that was subsequently sold to J. P. Mor- 
gan & Co. for $23 a share at a loss aggregating over 
twelve million dollars, and to the retirement of the Day- 
ton's own preferred stock by the sale of collateral trust 
interest-bearing notes. As a result of these and other 
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operations, fixed charges grew from $1944 per mile to 
$3851, while the net income of the company declined 
from $2036 per mile in 1905 to $551 in 1914. There was 
not a year during the period when the company paid its 
way. In 1914 the operating ratio was 92 per cent, an 
increase from 74 per cent in 1912. The Cincinnati, 
Hamilton & Dayton had been placed in receivers' 
hands in 1905. It returned there in 1914 naturally 
and without power to resist. 

In August, 1914, occurred the second failure of the 
International & Great Northern. This company under- 
went a sensational decline in earnings between 1913 and 
1915, which cut its net income in half, and transformed 
a moderate surplus into a deficit of $1,121,397. The 
cause of its bankruptcy in 1914, however, was the ma- 
turity of eleven million three-year 5 per cent notes 
which had been issued under the reorganization plan of 
1911, and which the company found it impossible to 
renew. 

Five months later the Chicago, Rock Island & Pacific 
went to the wall. The net earnings of this corporation 
in 1914 were $2,454,106 less than they had been in the 
preceding year, while its fixed charges and taxes had 
increased by $342,883. The real reason for the failure, 
however, lay in the impaired credit of the company, 
which in turn had resulted from its reorganization in 
1902, and from heavy losses incurred in connection with 
a series of financial transactions in which the Rock 
Island became involved under the direction of an un- 
scrupulous and speculative management. These losses 
were estimated by the Interstate Commerce Commis- 
sion to have amounted to more than twenty million 
dollars, spread over a period of about twelve years. 

Following the failure of the Rock Island came in 1915 
those of the Western Pacific, Missouri Pacific, St. Louis, 
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Iron Mountain & Southern, and Missouri, Kansas & 
Texas, The Western Pacific was a railroad which was 
built by the Gould interests in order to complete their 
transcontinental lines, and to free themselves from the 
domination of the Southern Pacific. It proved unable 
to earn as much as was expected, and cost between 
fifty-five and sixty million dollars instead of the thirty- 
five million dollars of the original estimate. The road 
was built entirely from the proceeds of bond issues, and 
failed for the very simple reason that it could not earn 
fixed charges of $2,500,000 per year. 

The Missouri Pacific was likewise a Gould road, and 
one which suffered heavily from the inability of the 
Gould system generally to operate at a profit. The 
Wabash bankruptcy alone cost it several million dollars 
through the loss in value of the Wabash stock which it 
held. Like the Wabash the credit of the Missouri Pacific 
had been used to finance other Gould projects. Its 
capitalization was excessive, and for several years fixed 
charges had exceeded the net income. Notes to the 
amount of nearly twenty-five million dollars matured 
in 1914. The operating ratio of the company was high, 
but had not notably increased during the few years 
previous. The St. Louis, Iron Mountain & Southern 
was a part of the Missouri Pacific system and went 
down with it, suffering particularly from the inability 
of the Texas & Pacific to pay interest on Texas & Pacific 
income bonds. 

Still another Gould property was the Missouri, Kan- 
sas & Texas, a system of 3865 miles reaching from St. 
Louis and Kansas City to San Antonio and Galveston. 
Representatives of bankers who examined the property 
in 1916 reported that this company would have to spend 
$64,764,750 in eight years to put it in first class condi- 
tion and that the expenditure of $26,636,000 in two 
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years was essential. Physically the railroad company 
was in poor condition. It also suffered from extremely 
heavy interest charges, and from a disproportionate 
amount of short time indebtedness. The system had 
expanded rapidly between 1910 and 1916 with inade- 
quate capital and credit, under the control of parties 
who preferred dividends to the investment of surplus 
earnings in well conceived improvements. In 1914 
the property had an operating ratio of 72 per cent, 
while fixed charges took up 93 per cent of its net 
income. This was not the kind of financial prepara- 
tion calculated to meet successfully a decline of sur- 
plus revenue of $1,500,000 which took place the same 
year. 

We have now to mention only two remaining bank- 
ruptcies, those of the Texas & Pacific, and of the Boston 
& Maine. Both occurred in 1916. The Texas & Pacific 
Railroad ran from New Orleans to Sierra Blanca, Texas. 
It seems to have been in rather better financial condi- 
tion at the time of its failure than most of the Gould 
lines, both in respect to capitalization and in respect to 
earnings. It was hampered in financing improvements, 
however, by an inelastic federal charter, and was forced 
into receivers' hands by the institution of suits demand- 
ing payment of certain overdue notes which the com- 
pany was unable to meet, together with $23,872,228 of 
interest alleged to be in default on second mortgage 
bonds. The Missouri Pacific owned practically all of 
the second mortgage bonds and a large block of Texas 
& Pacific stock. 

The circumstances leading to the receivership of the 
Boston & Maine are fresh in the public mind. This 
failure did not take place in 1916 because of conditions 
peculiar to that year — on the contrary the earnings 
of the company in 1916 were unusually good. But the 
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company was handicapped by its relations to a large 
number of subsidiary lines, the earnings of which no 
longer justified the rentals which were being paid them 
by its connection with the New York, New Haven & 
Hartford, and by the unwillingness of its management 
to cease the payment of dividends long after the com- 
pany's finances demanded such action. The decline in 
value of Boston & Maine stock from $180.50 in April, 
1906, to $21 in January, 1918, was one of the severest 
blows which has been dealt the small investor in American 
railroad securities in recent years. The immediate cause 
of the failure was the maturing of a large quantity 
of short term notes, and the decision of the manage- 
ment to make no further effort to extend these notes 
in view of the pressing need for a general financial 
readjustment. 

Summarizing the causes of the failures of the large 
railroad companies to which individual reference has 
been made, we may say in the first place that underlying 
conditions were largely responsible. The period 1908- 
1916 witnessed two severe shocks to railroad credit, one 
in 1907, and the other in 1914, each followed by a sharp 
decline in railroad earnings. Moreover, during all these 
years, a tendency of railroad operating expenses to rise 
more rapidly than railroad earnings is plainly discerni- 
ble, due to causes over which the railroads had no con- 
trol. Conditions like these imposed a strain upon all 
the railroads of the country, which the weaker com- 
panies proved unable to withstand. The reasons why 
certain railroads and not others, however, were the 
ones to succumb must be sought in the individual ex- 
perience of the different companies. Thus it appears that 
a number of railroads exposed themselves to disaster by 
undue reliance upon short time financing to meet their 
capital requirements. Such were the Chicago, Rock 



462 QUARTERLY JOURNAL OF ECONOMICS 

Island & Pacific, St. Louis & San Francisco, Chicago 
Great Western, Missouri Pacific, Wheeling & Lake 
Erie, and a number like them. Other companies, and 
this is true of most of those which failed, accumulated 
a load of fixed charges which only a continued period of 
prosperity could have enabled them to bear. Still others 
were guilty of unwise extensions, as in the case of the 
Western Pacific and the Wabash Pittsburg Terminal. 
Finally, there was the effect of legislation, competition, 
abuse of fiduciary position by parties in control, exces- 
sive dividends, and in some cases the long delayed 
result of policies adopted a generation before. The sys- 
tems which failed were not as a rule financially sound — 
a fact which had to be taken into account in providing 
for their financial reorganization. 1 



II 

Out of twenty-one companies operating five hundred 
miles of fine or more that failed between 1907 and 1917, 
five were set on their feet between 1909 and the end of 
1911, ten were reorganized between November, 1915, 
and June, 1917, and six were still in receivers' hands at 
the time of writing (December, 1917). This last men- 
tioned group includes the Chicago & Eastern Illinois, 
the International & Great Northern, Missouri, Kansas 
& Texas, Boston & Maine, Texas & Pacific, and the 
Kansas City, Mexico & Orient. With two exceptions, 
it consists of companies which have failed since August, 
1914. 

From the point of view of thoroness the completed 
reorganizations fall into two groups. In the first group, 

1 A considerable quantity of material bearing upon the causes for recent railway 
failures has been intelligently compiled by W C Fankhauser, Stock and Bond Expert 
for the California Railroad Commission. This material has recently been filed with 
the Newlands Joint Committee on Interstate Commerce 
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which includes the Chicago Great Western, Seaboard 
Air Line, Western Maryland, International & Great 
Northern (1911), and the Chicago, Rock Island & 
Pacific, the bankers in charge of proceedings contented 
themselves in the main with clearing away the exist- 
ing floating debt, retiring one or more of the junior 
bond issues, usually small in amount, and in some cases, 
but not in all, making provision for the issue of bonds 
in the future to secure to the railroad system new capital 
as it was needed. In the second group may be placed 
those companies which, like the Norfolk & Southern, 
Atlanta, Birmingham & Atlantic, Cincinnati, Ham- 
ilton & Dayton, Western Pacific, Pere Marquette, 
Missouri Pacific, and St. Louis & San Francisco, under- 
took a comprehensive readjustment of their capital 
obligations, with the intent not only to provide for 
pressing needs, but to reduce also fixed charges so 
drastically as to make future difficulties in the highest 
degree unlikely. 

To some extent the difference between the two groups 
may be attributed to the dates at which the reorganiza- 
tions took place. With one exception, the Norfolk & 
Southern, none of the large railroads which were re- 
organized between November, 1909, and September, 
1911, accomplished any thorogoing readjustment. The 
later difficulties of the period were not then foreseen. 
On the other hand, eight out of the ten reorganizations 
which took place after the outbreak of the European 
war were marked by extensive reductions in fixed 
charges and by far reaching series of exchanges of old 
securities for new. Yet there were individual differences 
between the companies which also helped to account for 
the different policies pursued. The Chicago Great 
Western, which was the first of all the large corpora- 
tions to emerge from bankruptcy, failed because of its 
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inability to meet $3,342,545 in short term notes which 
had become due, and because of the threatening ma- 
turity of other similar issues. The problem of this com- 
pany seemed therefore relatively simple. Its principal 
financial task was that of paying off its floating debt, 
and of providing certain necessary funds for future 
improvements. In the case of the Chicago, Rock Island 
& Pacific the reorganization was preceded by the fore- 
closure of the Chicago, Rock Island & Pacific Railroad 
collateral bonds secured by the stock of the operating 
company, which had the effect of sloughing off the 
top-heavy capitalization of the Rock Island Company, 
and left the railway company with relatively little to do 
in the way of readjustment of its own obligations. 
Doubtless also the prominence which inability to pay 
maturing obligations assumed in the weeks before failure 
had something to do with the nature of the reorganiza- 
tion of the Western Maryland. Yet here, as still more 
strikingly in the case of the International & Great 
Northern and the Seaboard Air Line, it proved unfor- 
tunate that the managers of the companies did not 
seize the opportunity to place their enterprises upon a 
permanently stable basis. 

The first problem which the reorganizations from 1907 
to 1917 had to meet was that of making provision for 
their cash requirements. The sums which the bankrupt 
companies had to raise during the period were large — 
in fact the cash requirements of the fifteen companies 
under discussion amounted to more than $221,000,000. 
This sum had accumulated in the usual way. It repre- 
sented overdue interest, unpaid operating expense, and 
the ordinary run of floating debt which piles up before 
a railroad failure. In part also it was the result of 
the expenses of reorganization itself, for the cost of 
legal proceedings, counsel fees, syndicate commissions 
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and the like often ran into large figures. Thus at 
the time its reorganization plan was published, the 
Western Pacific expected to pay nearly two million dol- 
lars for costs of reorganization. Nor was this unusually 
high. The Atlanta, Birmingham & Atlantic, a company 
operating only 641 miles of line, with net operating 
revenues in 1915 of less than $140,000, had to set aside 
$178,500 for counsel fees, $216,000 for commissions to 
syndicate managers and underwriting syndicates, and 
$269,771 for other reorganization expenses. The Pere 
Marquette paid $675,000 for the work of its reorganiza- 
tion committees alone, and estimated that the total 
expenses for readjustment of its finances would amount 
to $2,679,000. The Wabash likewise estimated its ex- 
penses of reorganization at $3,449,500; and the Wheel- 
ing & Lake Erie proposed to raise for the same purpose 
$2,556,249, a sum which included in this case a provision 
of working capital for the new company. These were 
very considerable sums for bankrupt companies to 
charge to their expense accounts. 

On the other hand, a very considerable portion of the 
money raised represented new productive investment. 
In the case of the St. Louis & San Francisco this item 
of new investment amounted to nearly $11,000,000. In 
that of the Chicago Great Western, $9,892,274 was spe- 
cifically set aside to cover the cost of rehabilitation, 
additional terminals, equipment, and shops. Likewise 
the Missouri Pacific provided $12,713,792 to cover the 
cost of additional working capital, new equipment and 
immediate improvements, as well as for readjustment 
expenses and the payment of loans. Other companies 
made varying but similar provisions. This was a very 
different matter from the cash requirements arising out 
of reorganization expense. The companies which raised 
money for physical rehabilitation possessed increased 
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assets of considerable importance which might legiti- 
mately offset an increase in capitalization. Those which 
needed funds to pay counsel fees, on the contrary, had 
nothing but receipted bills for outlays which ought 
never to have occurred. 

Cash requirements may be met by assessments upon 
security holders, by the sale of stock or bonds, or by a 
combination of these two methods. Examination shows 
that only about one-half of the fifteen companies con- 
sidered made any use of assessments as a means of rais- 
ing cash. The following table indicates the amount and 
distribution of assessments where any occurred in the 
reorganizations of the period: 





Common 


1st 


2d 


Junior 


Name of company 


stock 


preferred 


preferred 


securities 




15 


15 








40 








Wheeling & Lake Erie 


27 


27 


27 




Wabash 


30 
10 


30 
10 


10 




Pere Marquette 


25-40% on 










refunding 










mortgages, 










debentures 










and collateral 










trust bonds 


St. Louis & San Francisco . . 


50 


50 


50 




Missouri Pacific 


50 













The remaining companies relied on the sale of new 
securities to meet their cash requirements, protecting 
themselves against failure by contracts with under- 
writing syndicates. Examples of this procedure 
were the issue by the Seaboard Air Line and sale of 
$18,000,000 of adjustment bonds, the sale by the In- 
ternational & Great Northern of $11,000,000 three- 
year notes payable in 1914, and that by the Kansas 
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City, Mexico & Orient of $5,640,200 six per cent notes 
payable two years after date. For the same purpose 
the Atlanta, Birmingham & Atlantic placed $30,000,000 
of its common stock with a syndicate at the not un- 
reasonable price of $12 per share, while the Western 
Maryland combined an assessment with an offer of 
stock to its former shareholders at $40. The best de- 
fense of this kind of financing is the fact that assess- 
ments are sometimes very difficult to collect, especially 
when the reorganization has been otherwise drastic. 
Yet in the case of the International & Great Northern 
and the Kansas City, Mexico & Orient the issue of short 
time notes was a direct cause of renewed bankruptcy, 
while the issue of large quantities of low grade securities 
by other companies was not calculated to improve their 
credit. When assessments were levied, preferred stock 
was usually given for the cash paid in, altho the St. 
Louis & San Francisco and Missouri Pacific offered new 
bonds in exchange. 

With this brief outline of the provision which recent 
reorganization plans made for their cash requirements, 
we may pass to the question of fixed charges. The fol- 
lowing table gives the fixed charges for interest and 
rentals before and after reorganization, for the principal 
railroads, the finances of which were overhauled during 
the period which we are considering. 

It is plain that a substantial reduction in fixed charges 
was the rule in these reorganizations. A single excep- 
tion, the case of the Chicago Great Western, is ac- 
counted for by the unusual proportion of debenture 
bonds and stock in the capitalization of that corpora- 
tion before reorganization took place. It must be 
remembered, moreover, that railroad property after re- 
organization is frequently able to bear heavier charges 
than before reorganization by reason of the considerable 
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Fixed Charges (Interest and Rentals) 



Name of company 



Before re- 
organization 



After re- 
organization 



Percent- 
decrease 



Seaboard Air Line 

Chicago Great Western 

International & Great Northern . 

Western Maryland 

Wheeling & Lake Erie 

Norfolk & Southern 

Atlanta, Birmingham & Atlantic. 

Wabash 

Kansas City, Mexico & Orient. . . 

Pere Marquette 

St. Louis & San Francisco 

Cincinnati, Hamilton & Dayton . 

Western Pacific 

Chicago, Rock Island & Pacific. . 
Missouri Pacific 

Total 



$4,035,868 
1,008,768 
1,918,008 
2,742,074 
1,849,516 
1,101,468 
1,279,122 
7,581,802 
1,033,758 
4,492,256 s 

12,160,995 
2,417,803 
4,088,029' 

14,323,732 

13,354,005' 



$3,681,091 » 
2,751,576 
1,379,137 
2,240,236 
875,713 * 
509,049 
204,500* 
5,038,861 
338,412 
2,352,476* 
9,158,190 
1,251,553 7 
1,090,641 • 
12,385,036 
9,773,233 



8.79 
172.761 
28.09 
18.30 
52.65 
53.79 
84.01 
33.54 
67.26 
47.63 
24.69 
48.23 
73.32 
13.53 
26.81 



$73,387,204 



$53,029,704 



27.74 



new cash investment in the road; and to the extent of 
this gain in strength a comparison of charges before and 
after reorganization gives a misleading result. Indeed, 
the fixed charges of $1,090,641, reported in 1917 by a 
company like the Western Pacific, represented almost 
entirely interest on new expenditure, which was confi- 
dently expected to earn its charges. Substantially the 
same can be said of the reorganization of the Atlanta, 
Birmingham & Atlantic, and to a greater or less extent 
it is true of all the companies for which figures are 
given. 

1 Increase. 

• Does not include $832,650 non-obligatory interest on debentures. 

> Does not include (1,129,426 interest on debentures. 
< Estimated. 

> Does not include (300,000 interest on debentures. 

* Does not include interest on unsecured indebtedness. 
' Does not include rentals. 
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The reader's attention is now directed to a compari- 
son of the capitalization of fifteen bankrupt railroads 
after reorganization, with the capitalization of the same 
railroads before reorganization. 

Capitalization before and after Reorganization 



Name of company 


Before re- 
organiiation 


After re- 
organization 


Per oent 
increase 


Percent 

decrease 




$139,108,500 

125,223,351 

38,766,360 

76,638,225 

66,662,997 

39,517,198 

60,096,591 

200,685,377 

50,582,751 

108,325,129 

284,508,618 

62,732,775 

160,000,000 

331,197,105 

363,296,340 


$158,746,000 

122,999,013 

35,457,000 

84,912,385 

73,668,868 

27,122,200 

39,290,000 

205,118,000 

25,640,200 

105,000,000 

319,221,998 

33,746,650 

95,000,000 

360,940,994 

379,372,219 


14.11 

10.80 
10.61 

2.21 

12.20 

8.98 
4.42 






1.79 


International & Great Northern . . . 


8.53 








31.36 


Atlanta, Birmingham A, Atlantic. . . 
Wabash 


34.62 


Kansas City, Mexico & Orient 


49.31 
3.07 


Cincinnati, Hamilton & Dayton . . . 


46.21 
36.67 


Chicago, Rock Island A Pacific. . . . 








Total 


(2,097,340,307 


*2,066,235,517 




1.48 







In five cases, those of the Western Pacific, the Cin- 
cinnati, Hamilton & Dayton, the Norfolk & Southern, 
the Atlanta, Birmingham & Atlantic, and the Kansas 
City, Mexico & Orient, the wiping out of junior securi- 
ties or stock occasioned a considerable reduction in 
capitalization. The Norfolk & Southern sacrificed its 
preferred and common stock, and preserved only its 
prior liens and first refunding 5's, which together ap- 
proximately represented the original cash investment 
in the property. The Cincinnati, Hamilton & Dayton 
reduced its general mortgage bonds and its outstanding 
obligations to the Baltimore & Ohio. The Kansas City, 
Mexico & Orient wiped out its preferred and common 
stock. The Atlanta, Birmingham & Atlantic eliminated 
its general mortgage bonds, while the Western Pacific 
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repudiated its second mortgage bonds, altho these 
probably represented in large part actual investment. 
On the other hand, the Seaboard Air Line, the Western 
Maryland, the Wheeling & Lake Erie, the St. Louis & 
San Francisco and the Chicago, Rock Island & Pacific x 
actually increased their capitalization as a result of 
reorganization; while other companies came out of 
receivers' hands with a capitalization not very different 
in respect to the total amount of securities outstanding 
from that with which they went in. Taken as a group 
no considerable attempt to reduce capitalization is ap- 
parent. It was not in this way that fixed charges were 
reduced. 

Nor does it appear that the railroads which reorgan- 
ized between 1907 and 1917 were able in any important 
degree to cut down the rates of interest which they were 
compelled to pay. In this respect the reorganizations 
of the period under review differed materially from 
those completed in the nineties, owing to the general 
rise in interest rates characteristic of the time. The 
following table illustrates this point by giving the ag- 
gregate bond issues at different rates for fifteen bank- 
rupt companies both before and after reorganization. 

Among the large issues at low rates put out in the 
course of reorganization were the Missouri Pacific 4's 
maturing not later than 1975, and authorized up to one 
hundred million dollars; the St. Louis & San Francisco 
prior lien 4's, series A, maturing in 1950, and au- 
thorized up to two hundred and fifty million dollars; 
and the Seaboard Air Line's refunding 4's maturing 
in 1959 and authorized to a total of one hundred and 
twenty-five million dollars. Both the Missouri Pacific 

1 This does not take into account the earlier elimination of the securities of the Rock 
Island Co. by foreclosure of the Chicago, Rock Island & Pacific R R bonds If we in- 
clude this operation the capitalization of the Rock Island lines would show a material 
decrease 
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Rates of Interest Before and After Reorganization 
(15 Roads) 





Before reorganization 


After reorganisation 




Amount 


Per cent 


Amount 


Per cent 


3J 


$5,569,950 


.39 


$5,569,950 


.50 


4 


661,974,010 


46.88 


543,323,044 


48.36 


41 


57,098,140 


4.04 


51,043,140 


4.54 


5 


550,366,090 


38.98 


390,402,573 


34.74 


6 


132,201,319 


9.36 


131,035,318 


11.66 


7 


348,000 


.02 


348,000 


.03 


8 


1,211,250 


.09 


1,211,250 


.11 


Not specified 


3,341,147 


.24 


683,770 


.06 


Total 


$1,412,109,906 


100.00 


$1,123,617,045 


100.00 



and the St. Louis & San Francisco put out new issues 
at 5 per cent, however, contemporaneously with those 
just mentioned, while it is to be noted that under the 
terms of their principal mortgages both companies re- 
served the right to place bonds at rates of interest not 
exceeding 6 per cent, if they should feel it necessary. 
There is apparent on the whole some decline in the per- 
centage of bonds bearing interest rates of 5 per cent, 
but the change is very slight and the relief obtained 
from this cause inconsiderable. As compared with the 
reorganizations of the nineties a strikingly large pro- 
portion of the new securities put out during the last 
ten years bore interest at the rate of 5 per cent or 
higher. The unsatisfactory condition of the money 
market is evidenced by the further fact that none of 
the large new issues of bonds under the various reor- 
ganization plans ran for more than fifty years. 

The principal device by which reorganizing railroads 
reduced their interest charges between 1907 and 1917 
was by the substitution of securities, the payment of 
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the interest on which was optional, for securities which 
called for a fixed payment in good times or in bad. In 
other words, old mortgage bonds were called in and 
income bonds or stock issued in their stead. This was 
a practice already well known in the nineties. The fol- 
lowing analysis of the total capitalization of fifteen 
bankrupt railroads before and after reorganization will 
make evident the sort of exchanges which took place. 

Analysis of Capitalization Before and After Reorganization 
Before Reorganization 



Name of company 



Per cent 

mortgage 

bonds 



Per 

cent 

income 

bonds 



Per 
cent 

pre- 
ferred 
stock 



Per cent 
common 
stock 



Total 



Seaboard Air Line 

Chicago Great Western 

International & Great Northern . 

Western Maryland 

Wheeling & Lake Erie 

Norfolk & Southern 

Atlanta, Birmingham & Atlantic 

Wabash 

Kansas City, Mexico & Orient. . . 

Pere Marquette 

St. Louis & San Francisco 

Cincinnati, Hamilton & Dayton . 

Western Pacific 

Chicago, Rock Island & Pacific . . 
Missouri Pacific 



54.8 
14.6 
74.8 
79.5 
44.5 
50.1 
41.8 
53.4 
46.0 
71.1 
83.0 
86.8 
50.0 
71.5 
77.2 



0.2 
22.4 



0.6 

4.6 
2.1 



6.0 



18.0 
27.5 



25.5 
12.1 
16.6 
19.5 
27.0 
11.0 
7.4 
0.4 



27.0 
35.5 
25.2 
20.5 
30.0 
37.8 
41.6 
26.5 
27.0 
13.3 
7.5 
12.8 
50.0 
22.5 
22.8 



100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 



Even a cursory glance at the table on page 473 will 
show that the following changes occurred. 

In the first place, the percentage of mortgage bonds 
to total capitalization was very much reduced. In the 
case of the St. Louis & San Francisco the reduction was 
from 83 per cent to 57 per cent; in that of the Western 
Pacific from 50 per cent to 21 per cent; in that of the 
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After Reorganization 



Name of company 



Per cent 

mortgage 

bonds 


Per 

cent 

income 

bonds 


Per 
cent 
pre- 
ferred 
stock 


Per cent 

common 

stock 


44.7 


15.9 


15.7 


23.7 


29.9 




33.3 


36.8 


72.1 






9.6 


18.3 


60.0 






11.8 


28.2 


24.2 






30.2 


45.6 


34.4 








65.6 


10.4 


13.2 




76.4 


32.3 


0.2 


46.3 


21.2 


22.0 






78.0 


34.6 




22.5 


42.9 


57.0 


25.6 


2.2 


15.2 


85.2 






14.8 


21.1 




28.9 


50.0 


65.6 




13.8 


20.6 


57.9 






20.2 


21.9 



Total 



Seaboard Air line 

Chicago Great Western .... 
International & Great Northern . 

Western Maryland 

Wheeling & Lake Erie 

Norfolk & Southern 

Atlanta, Birmingham & Atlantic 

Wabash 

Kansas City, Mexico & Orient. . . 

Pere Marquette 

St. Louis & San Francisco 

Cincinnati, Hamilton & Dayton . 

Western Pacific 

Chicago, Rock Island & Pacific . . 
Missouri Pacific 



100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 



Pere Marquette from 71 per cent to 34 per cent; in 
that of the Wheeling & Lake Erie from 44 per cent to 
24 per cent; and in that of the Atlanta, Birmingham & 
Atlantic from 41 per cent to 10 per cent. These were 
the most striking instances of a reduction in the per- 
centage of mortgage bonds to total capitalization, but 
some reduction occurred in every case save that of the 
Chicago Great Western, and here the elimination of 
the debenture 4 per cent stock was itself an achieve- 
ment of some importance. It was by this cutting down 
of mortgage indebtedness that the reorganizations be- 
tween 1907 and 1917 accomplished the saving in fixed 
charges which was their most important result. 

In three important cases the reduction of mortgage 
indebtedness was accomplished by a material increase 
in income or debenture bonds. The largest use of 
such bonds was by the St. Louis & San Francisco rail- 
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road. This company put out two issues, one known 
as adjustment mortgage 6's, and the other as income 
mortgage 6's, to an aggregate of $75,739,818. Both 
were entitled to interest not to exceed 6 per cent, pay- 
able out of available net income. Interest on the ad- 
justment mortgage was payable semiannually; on the 
income mortgage annually; interest on the former was 
cumulative, on the latter noncumulative, and the lien 
of the income mortgage was inferior to that of the ad- 
justment mortgage. Except for a slight difference in 
the dates of maturity the issues were otherwise similar. 
Both were offered in exchange for outstanding bonds, 
that is to say, holders of St. Louis & San Francisco 
Railroad Company 4's were offered 75 per cent in 
new prior lien mortgage 4's, plus 25 per cent in ad- 
justment 6's for their holdings, and owners of general 
lien St. Louis & San Francisco 5's received 25 per 
cent in prior lien 4's, 25 per cent in adjustment 6's, 
and 50 per cent in income 6's. Preferred stock was 
used in connection with the retirement only of certain 
minor indebtedness. It is to be observed that the old 
prior hen and general lien bond holders thus received 
the right to a somewhat greater return than they had 
earned before, while surrendering the power to insist 
in any year upon the payment of any fixed amount 
whatever. 

A second company which made use of income bonds 
was the Seaboard Air Line. Here there was but one 
issue of cumulative 5 per cent adjustment mortgage 
bonds, secured, as was also the case with the St. Louis 
& San Francisco securities, by a general hen upon all 
the property of the company, subject to prior mort- 
gages. It was specifically provided that no interest 
upon any obligation secured by mortgage or lien junior 
to the lien of the adjustment mortgage, or upon any 
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unsecured bond or debenture issued by the company 
subsequent to the date of the adjustment mortgage, 
nor any dividends upon any of the stock of the company 
could be deducted from net income for the purpose of 
determining the surplus net earnings applicable to in- 
terest on the adjustment bond. The Seaboard Air Line 
used its adjustment bonds in exchange for outstanding 
general mortgage 5 per cent bonds and over-due inter- 
est, dollar for dollar, to the sum of $6,979,500, and in 
addition offered $18,000,000 of them to stock holders 
at 70 in order to provide for cash requirements. 

The third instance of the use of income bonds in 
recent reorganizations is afforded by the issue of 
$5,200,000 5 per cent income bonds by the Atlanta, 
Birmingham & Atlantic, for the most part in exchange 
for outstanding liens, certificates, and equipment trust 
bonds dollar for dollar, but also in part in order to raise 
cash. These bonds were noncumulative. The directors 
of the company were authorized, however, to reserve 
from net income in any fiscal year an amount not in 
excess of 20 per cent of the net income of the Company, 
or in any event in excess of $100,000 in any single year, 
and to carry this to a so-called Income Bond Reserve 
Fund from which interest on income bonds might be 
paid in lean years in so far as the fund should be 
adequate. 

In view of the assumption in current discussion that 
the day of income bonds has passed it is interesting to 
observe the very considerable reemployment of this 
once popular form of obligation. It was evidently still 
thought possible by the companies which used income 
bonds to provide a security which by its hen, by its pri- 
ority in the matter of dividends, and by its cumulative 
rights should enter the market on distinctly better 
terms than the most carefully guarded preferred stock. 
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On the whole, however, the retirement of outstanding 
bonds in recent reorganizations was effected more by the 
use of stock in exchange than by the offer of income 
bonds. This stock was endowed with the right to divi- 
dends at the rate sometimes of 4 per cent, but more 
generally at the rate of 5 or 6 per cent, when the earn- 
ings of the railroad might justify such a payment. In 
seven out of sixteen issues the dividends were cumula- 
tive. Holders of some preferred stock, such as that of 
the International & Great Northern and the so-called 
profit-sharing preferred stock of the Wabash, had, in 
addition to the right to receive dividends at the rate 
of 5 per cent, the privilege of demanding a pro-rata 
share in surplus earnings after the stock holders inferior 
to themselves had received 5 per cent. 

Other provisions were as follows: without exception 
the preferred stock was given preference as to assets in 
case of liquidation, as well as to dividends in ordinary 
years, and in at least one case, that of the Wabash, this 
privilege extended to participation in surplus assets 
after other shareholders had received up to par of their 
securities. Preferred stock holders as a rule had equal 
voting rights with common stock holders. In the case 
of the Wheeling & Lake Erie prior lien stock holders 
were given the right to elect a majority of the directors 
under certain circumstances. Preferred stock was fre- 
quently convertible into common stock and was also 
redeemable at some stipulated price. Occasionally pro- 
visions appeared requiring the assent of the preferred 
stock before the directors might place additional 
mortgages on the company, or increase the amount of 
the preferred stock, or, as in the case of the St. Louis & 
San Francisco railroad, before they might lease addi- 
tional property, guarantee interest or dividends on the 
securities of other companies, or even acquire more than 
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25 per cent in amount of the stock of any other com- 
pany. 1 

In all this there is little not familiar to students of 
corporation finance, nor is the importance of attempts 
to protect preferred stock holders by elaborate pro- 
visions in their certificates probably very great. When 
a railroad is prosperous small differences in the privi- 
leges enjoyed by different classes of security holders 
may assume importance and be reflected in the price 
of stock. In times of stress, however, all stock holders 
are apt to fare very much alike. The following table 
shows the treatment accorded common and preferred 
shares of the companies which failed between 1907 and 
1917 which had both -common and preferred shares 
outstanding. 

In most instances referred to, common and preferred 
stock fared alike or so nearly alike that the differences 
were negligible. In the reorganization of the Wheeling 
& Lake Erie and St. Louis & San Francisco some allow- 
ance was made for the superior position of preferred 
shares but none after all of any considerable impor- 
tance. That the preferred A shares of the Chicago Great 
Western escaped assessment, and received double the 
amount of new common stock given to the holders of 
preferred B certificates, was doubtless due to the fact 
that the preferred B stock holders in this case enjoyed 
no preference over the common stock in respect to the 

1 A somewhat unusual distribution of earnings among various classes of stock 
holders is provided for in the certificates of the Seaboard Air Line issued in 1916 At 
this time the Seaboard Air Line put out three classes of preferred stock entitled to non- 
cumulative dividends up to the rates respectively of 6, 4 and 5 per cent Surplus earn- 
ings were applicable to dividends without preference or priority as between the three 
classes When the rates named should have been reached the directors were authorized 
but not required to add up to one per cent to the dividends of the 5 per cent preferred 
stock After this matter of dividends on the 5 per cent preferred stock had been settled, 
the earnings which remained were to be paid over to the common stock until a rate of 
4 per cent should have been attained The next distribution was to be an additional 
dividend on the 4 per cent stock until the 4 per cent rate should have been raised to 6 
per cent, after which all excess earnings were to go to the common stock alone It is 
impossible to guess what the reasons for this extraordinary complexity could have been 
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Distribution op New Securities to Holders op Pkepebbed and 
Common Stock in Recent Railroad Reorganizations 





Description of stock 
held 


New securities given in 
exchange 


Name of company 


On pay- 
ment of 
assess- 
ment 


New 
pre- 
ferred 
stock 


New 

common 

stock 


Chicago Great Western .... 


Preferred A 






120 




Preferred B 


15 


15 


60 




Common 


15 


15 


40 


Wheeling & Lake Erie 


First Preferred 


27 


27 


100 




Second Preferred 


27 


27 


90 




Common 


27 


27 


87.50 


Wabash 


Preferred 
Common 


30 
30 


50 
50 


50 




45 


Pere Marquette 


First Preferred 


9.75 


10 


20 




Second Preferred 


9.75 


10 


20 




Common 


9.75 


10 


20 


St. Louis & San Francisco . . 


First Preferred 


50 


50 ' 


100 




Second Preferred 


50 


50 l 


90 




Common 


50 


50 1 


82 


Seaboard Air Line 


No foreclosure 


Old 

stock 














undis- 










turbed 







assets of the railroad company, whereas the preferred 
A holders were entitled to such a preference and thus 
stood in a distinctly better position. On the whole, the 
experience of the group of railroads which we are con- 
sidering is not satisfactory so far as preferred stock 
holders are concerned. The introduction of a cumula- 
tive feature in so many of the new preferred stock cer- 
tificates may be taken as a recognition of this fact. 

While preferred stock was issued in recent reorgani- 
zations in return for assessments, or in consideration for 

1 Prior lien bonds. 

No provision was made at reorganization for the preferred or common stock of the 
Norfolk & Southern, Atlanta, Birmingham & Atlantic, Kansas City, Mexico & Orient, 
and Cincinnati, Hamilton & Dayton railroads. 
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surrender of outstanding bonds, common stock was 
generally given to holders of common stock of the old 
company in recognition of their equity when that equity 
had value. It is interesting to observe, however, that 
more extended use was sometimes made of the common 
share certificate. In four cases companies retired out- 
standing bonds in whole or in part by exchange with 
common stock. The four were the International & 
Great Northern, which exchanged common stock for 
third mortgage bonds; the Western Pacific, which 
joined 75 per cent in common stock with 50 per cent 
in preferred stock in its offer to first mortgage bond 
holders; the Norfolk & Southern, which gave $1142.80 
in new common stock for every one thousand dollars 
of its outstanding first and refunding bonds; and the 
Pere Marquette, which employed common stock as part 
consideration in the retirement of a large number of 
its mortgage securities. The intention in these cases 
was to be radical without cutting off old bond holders 
from every chance of financial recovery. More fre- 
quently common stock was exchanged for old stock 
outstanding before the reorganization took place, as 
has been said, or it was sold in an attempt to raise cash 
to meet pressing needs. 

Among miscellaneous provisions characteristic of the 
reorganizations which we are considering were those 
relating to future capital requirements and to the vest- 
ing of voting power for specified periods in the hands of 
voting trustees. Each may be dismissed briefly. 

Most of the reorganized companies arranged for 
future capital requirements by authorizing some large 
issue of bonds, only part of which was to be put out at 
once for purposes stated in the reorganization plan, 
while the remainder was to become available from time 
to time for additional improvements and other similar 
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purposes. Illustrations of this practice were the 
$75,000,000 Chicago Great Western first mortgage 4's, 
the $75,000,000 Pere Marquette first mortgage 5's and 
the $250,000,000 prior lien mortgage 4's and 5's of the 
St. Louis & San Francisco. In the case of the Missouri 
Pacific a mortgage was authorized without fixed limit, 
with the provision, however, that the bonds issued 
should never exceed in amount three times the capital 
stock of the company. In some cases but not in all the 
quantity of bonds issued in any year was limited. The 
St. Louis & San Francisco reorganization plan contained 
the unusual provision that new prior lien bonds might be 
issued up to January 1, 1922, to an amount equal in par 
value to the entire cost of new equipment or improve- 
ments, but that after January 1, 1922, the issue could not 
exceed two-thirds of this cost. Since new bonds of these 
large general issues were to be put out over a consider- 
able period of time, the rate of interest was left in sev- 
eral cases to be determined by the managers of the 
companies, so long as it did not exceed 6 per cent. 
The Wabash, Western Maryland, and Chicago, Rock 
Island & Pacific did not provide new mortgage issues of 
this sort. In the case of the Rock Island, however, it 
was expected that the payment of certain bond issues 
outstanding before reorganization would release suffi- 
cient collateral to enable the company to make necessary 
improvements. 

The Chicago Great Western, Pere Marquette, and St. 
Louis & San Francisco plans directed, and that of the 
Missouri Pacific authorized, the formation of voting 
trusts to endure for a period of five years in each case. 
The number of trustees ranged from three to seven. In 
the case of the Chicago Great Western the trust was to 
be terminated on request of holders of a majority of the 
preferred stock certificates outstanding, plus a sufficient 
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number of common stock certificate holders to make a 
majority of all the stock outstanding. The greater 
number of reorganization plans, however, made no 
mention of a voting trust. 

Regarded as a whole, the result of recent reorganiza- 
tions cannot be said to be encouraging to holders of 
railroad securities of the more speculative sort. A man 
who bought St. Louis & San Francisco general hen 5's 
in 1909 at 91 saw them decline to a low point of 27£ in 
1914 and then rise to 82| in November, 1916. By the 
end of June, 1917, the aggregate market price of the 
securities offered in exchange for the bonds in question 
under the St. Louis & San Francisco reorganization 
plan would have been less than 57. The Pere Mar- 
quette refunding 4's of 1955 were quoted as high as 79 
in 1910 and as low as 11| in 1915. Under the reorgani- 
zation plan of 1917, after payment of an assessment, 
they were exchangeable for common stock of the new 
company at the rate of $1104 in new stock for $1000 in 
old bonds. In June, 1917, this new stock was quoted 
about 53. Similar pyrotechnics characterized the record 
of the Wabash first refunding and extension 4's, and 
of the Missouri Pacific first and refunding 5's. Plainly 
such securities showed little of the stability commonly 
associated with the name of bond, while the general 
movement in all cases was downward. In most in- 
stances the reorganization plan provided for the retire- 
ment of large blanket issues of mortgage bonds by the 
issue of new stock, common or preferred, thus recogniz- 
ing the uncertain nature of the security. Sometimes, 
as in the case of the St. Louis & San Francisco, income 
bonds were used. The following table shows the treat- 
ment accorded general mortgage bonds in the reorgani- 
zation of the principal companies which had such issues 
outstanding. 
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Treatment of General Mortgage Bonds 





Name of security 


Volume 

out- 
standing 


New securities offered in 
exchange, per cent 


Name of company 


Mort- 
gage 
bonds 


In- 
come 

bonds 


Pre- 
ferred 
stock 


Com- 
mon 
stock 


Atlanta, Birmingham 














& Atlantic 


First Mortgage 5's 


$14,443,000' 




None 






Cincinnati, Hamilton 














& Dayton 


General Mort. 4's 


17,529,000" 


70 » 










First Refunding 5's 


29,806,000 






100 




Norfolk & Southern . . 


First & Refund. 5's 


14,000,000 








114.28 




Consol. Mort. 4's 


8,382,000 






110.40 






Refunding Mort. 4's 


14,789,000 








110.40 




Refunding Mort. 5's 


17,157,942 








50.00 


St. Louis & San Fran- 


















68,562,000 


75 


25 






St. Louis & San Fran- 
















General Lien 5's 
General Mort. 5's 


69,384,216 
6,345,000 


25 


75 
100 






Seaboard Air Line . . . 




















Extension 


40,600,240 






120 






First Mortgage 5's 


50,000,000 






50 


75 



Mortgages junior to the general mortgage, when such 
there were, naturally fared no better than their supe- 
riors. 

As compared with the generally unfortunate record 
of the blanket bonds, the holders of equipment bonds 
and notes of the various companies had the pleasant 
experience in every case of being paid off in cash at par 
or of being left undisturbed. In between these two ex- 
tremes came the various kinds of collateral bonds, which 
received much or little in reorganization, according to 
the nature of the security on which they were based. 
Thus the Norfolk & Southern collateral 6's, secured 
by pledge of equipment bonds, were paid in full in cash 
and the St. Louis & San Francisco trust mortgage 6's 
of 1880, secured by first mortgage bonds of the system, 
were given one hundred and twenty-five per cent in new 



Eliminated by foreclosure sale. 



« Cash. 
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mortgage securities. On the other hand holders of Mis- 
souri Pacific gold loan 4's, issued against the pledge 
of St. Louis, Iron Mountain & Southern stock, were 
allowed only new common stock for their certificates, 
and the owners of Pere Marquette collateral trust 6 
per cent notes fared even worse. 

From the point of view of reorganization technique 
two matters seem to deserve emphasis in this rapid 
survey of recent railroad experience in finance. The 
first is the increased use of preferred stock with right to 
cumulative dividend, and the considerable reliance upon 
the cumulative income bond. No less than nine ex- 
amples of these two classes of securities are outstanding. 
Indeed, they account for a considerable part of the sav- 
ing of fixed charges of which mention has previously 
been made. This practice, however, has little to com- 
mend it. Railroads are to some extent protected by it 
against formal bankruptcy, yet such formal bank- 
ruptcy is often better than the piling up of a huge load 
of unpaid dividends before a worthless and speculative 
common stock. 

A second matter in which recent reorganizations have 
differed from those of a decade or so before has been in 
the very moderate increase in capitalization for which 
they are responsible. In most cases this increase has 
not much exceeded, if at all, the value of the improve- 
ments made during receivership, the increase in work- 
ing capital, and the decrease in current debts. The 
reason has been the critical attitude of the public, acting 
in part through commissions such as those of California, 
Michigan, and Kansas, the difficulty in disposing of 
large amounts of new securities, and the fact that sev- 
eral of the current reorganizations, as those of the 
Chicago, Rock Island & Pacific, the Western Maryland 
and the Seaboard Air Lines, have been very partial 
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affairs. Whatever the cause, this change in policy has 
been an improvement. It has not only simplified the 
railroad balance sheet from the point of view of the 
government and the investor, but it has helped to dis- 
courage speculation by holding down the quantity of 
low priced stock desired only for control, or for the 
chance of a rise in market price which it affords. 

The real test of a reorganization, however, is not to be 
found in the quantity of securities which are put out, 
but in the success of the measures taken in placing 
bankrupt companies on their feet. A reorganization 
is an expensive experience, to be justified only by gen- 
uine financial relief. In this respect recent reorganiza- 
tions have been on the whole unsatisfactory. Two of 
them, indeed, are already known to have failed, and 
both for the same reason. The International & Great 
Northern in 1911 and the Kansas City, Mexico & Orient 
in 1914 both attempted to satisfy their creditors by the 
issue of short term notes. The International & Great 
Northern notes were put out in 1911 and matured in 
1914; the Kansas City, Mexico & Orient notes were 
issued in 1914 and matured in 1916. Neither company 
was able to pay its notes at maturity, and renewed re- 
ceivership in each case was the result; this in spite of 
a reduction of fixed charges by the reorganization plan 
of the Kansas City, Mexico & Orient of over 67 per 
cent. In addition to these instances the reduction in 
the fixed expenses of the Western Maryland by its re- 
organization was so slight that the company has been 
unable to meet its charges in three out of six years 
which have since elapsed. 

The three other reorganizations among those dis- 
cussed which were completed before 1915 have not as 
yet proved failures, but no one of them placed the 
company concerned in a very strong condition. The 
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Chicago Great Western used 88 per cent of its gross 
income in 1916 to meet its operating expenses, fixed 
charges, taxes and rentals, and in that year for the 
first time earned as much as 4 per cent on its pre- 
ferred stock. The position of the Seaboard Air Line 
was still worse. Neither company had cut its charges 
for interest and rentals at the time of reorganization in 
any important degree. The Norfolk & Southern, which 
had on the contrary materially reduced its fixed charges, 
nevertheless paid 92 per cent of its gross income in 1916 
for various purposes before it could begin to provide 
for dividends or reserves. These statistics are to 
be compared with ratios of 67 per cent for the Great 
Northern & Union Pacific, 70 per cent for the Chicago, 
Burlington & Quincy, and 80 per cent for the Pennsyl- 
vania. It is a pity that so many of the reorganizations 
of the group which we have discussed did not adequately 
meet the first requirement of any successful reorgani- 
zation, that of reducing fixed charges to such a degree 
that solvency under any conditions reasonably to be 
expected should be assured. 

For the most part the later reorganizations are too 
recent for confident judgment to be passed upon them. 
In general they were more thoro than their immediate 
predecessors, and better results may perhaps be ex- 
pected from them. In two cases, those of the Western 
Pacific and of the Atlanta, Birmingham & Atlantic, all 
outstanding securities bearing obligatory interest were 
eliminated. In other instances the reorganizations were 
less radical — indeed, in the case of companies like the 
Missouri Pacific and Chicago, Rock Island & Pacific, 
they were not radical at all. It is highly doubtful 
whether the financial readjustments which have taken 
place would enable the majority of the reorganized com- 
panies to endure another period of pressure similar to 
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that of the last decade. In view of the decision of the 
Federal Government to take over the railroads of the 
country, at least for the period of the war, and to guar- 
antee their financial returns, this may not, however, be 
necessary. 

Stuart Daggett. 
University of California. 



